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(ITALY) KEY ECONOMIC INDICATORS: 6/15/79 


All values in U.S. $ million Exchange rates used (lire per dollar): 


and represent period averages 882 for current 1977 values; 849 for 

unless otherwise indicated current 1978 values; 839 for current 
1979 values; 625 for constant (1970) 
values 


Items and date % Cumulative 

of most recent data shown 1977 1979 (most 
Change 

recent data) 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 215,395 260,004 

GDP at Constant (1970) Prices 122,426 125,549 

Per Capita GDP, Current Prices $*3,815 $ 4,584 ; S$ .5,189— 
Plant, Equipment and Transport 

Investment at Constant (1970) 

Prices 9,248 9,072 ; 9,5683/ 
National Income at Current Prices 175,629 213 .32> 

Indices: 

Industrial Production (1970=100) 

(4/79) 123.3 125.5 

Avg. Labor Productivity (1975=100) 102.3 104.4 

Avg. Industrial Wage (1975=100) 

(4/79) 153.9 179.3 

- real % change over comparable 

prior year data 7.9% 3.6% 

Unemployment ('000) (1/79) 1,545 1,573. 

of which: Youths (14-29 years) 1,141 1 yaoi 
Avg. Unemployment Rate % 731% 7.2% 


MONEY AND PRICES 

Primary Liquidity (MI) 111,680 146,200 
Interest Rate (Central Bank) Las 10.5 
Prime Rate 16. 25.9 
Indices: (1976=100) 

Wholesale Price (4/79) 116% 126.4 
Retail Price (4/79) £240 A392 52 


BALANCE OF PAYMENTS AND TRADE 
Official Foreign Exchange and 

Gold Holdings i/ (2/79) 19,148.2 255229.3% 26,303.1 
Net Foreign Position of Banks 1/ 

(2/79) -6,573.3 -5,622.4 -8,033.7 
External Bublic Debt 3,680 5 sed 
External Debt Service Ratio 0.7% 0.8% 
Balance of Payments 1l/ 2/ 1,982.5 8,229.8 
Balance of Trade (3/79) -2,790.9 -410.4 
Exports, £.0.b. (3/72) 45,314.7 §5,9393.7 

U.S. Share 3,022.8 3,987.0 

igports, c.2.f. (3/79) 48,105.6 56,344.11 

U.S. Share 3,344.8 3,814.6 





Main Imports form U.S. (C.Y. 1978) Machinery and Equipment 36,382 M.T., 
$703,000; Chemicals 1,013,745 M.T., $489,000; Oil Seeds and Cakes 
1,772,296 M.T., $447,000; Feeds and Grains 2,915,130 M.T.,, $392,000; 
Coal and Coal Products 2,999,095 M.T., $230,000; Typewriters and 
Calculators 2,677 M.T., $201,000; Aircraft and Parts 1,209 M.T., 
$116,000; Electric Lamps 2,092 M.T., $103,000; Paper pulp, Paper and 
Manufactures 280,054 M.T., $101,000; Sawed Wood 162,419 M.T., $67,000; 
Silver, Gold and Platinum 317 M.T., $58,000; Cotton Fabric 14,075 M.T., 
$52,000,Iron and Steel Scrap 456,034 M.T., $52,000; Leaf Tobacco 10,131 
M.T., $44,000; Petroleum Products 396,136 M.T., $40,000; Auto Parts 
5,693 M.T., $37,000; Laminated Iron and Steel 56,294 M.T., $36,000; 
Copper and Copper Alloys 21,557 M.T., $31. 


1/ Original data in dollars. 


2/ New series. 
3/ Seasonally adjusted lst quarter 1979 total at annual rate 
SOURCES: ISTAT (Italian Central Institute of Statistics, Bank of 


Italy, GOI Economic Report, ISCO (Istituto Nazionale per 
lo Studio della Congiuntura). 





I. SUMMARY 


The Italian economy has been in a recovery phase since 

the last quarter of 1978, and the outlook for 1979 is 

for a growth rate of 4.5-5.0 percent compared with a growth of 
2.6 percent last year. The impetus to this recovery is being 
provided by a renewed pick-up in fixed investments, which 

had been in the doldrums since 1976, and by private con- 
sumption and exports--which had been the two demand 
components pulling the economy along. 


The balance of payments has been the briaht spot of the 
economy for the last 2 years. In 1978 the current 
account closed with a surplus of $6.3 billion, making 
Italy the third largest surplus country--after Japan 
($16.5 billion) and Germany ($8.0 billion). Italy had 
20 months of consecutive balance-of-payments surpluses 
up through February of this year. The country's foreign 
exchange holdings stood at $9.8 billion at the end of 
March, and if gold and all other reserves are included, 
the total reached $29.5 billion. The lira has been on& 
of the strongest currencies in the European Monetary 
System, contrary to most expectations--including those 
of Italian monetary officials who were concerned about 
the capacity of Italy to live in the EMS. 


Not all trends are moving in the right direction, however. 
Inflation, which in the first 4 months of this year. 

has been running above the rate of last year (14 percent vs. 
12 percent), is a cause of concern, though it has not yet had 
much impact on the country's competitive position. 


Another troublesome issue is a potential energy supply 
problem this fall. With the early dissolution of Parlia- 
ment and the June 3 general elections, the government by 
mid-year had not formulated an effective energy policy. 
As a result, energy consumption continued unacceptably 
high in the first half of the year. Any reduction in 
demand--to be effected by price increases or other 
measures--would have to be concentrated in the latter 
part of the year. 





II. DOMESTIC ECONOMY - RECENT DEVELOPMENTS AND SHORT-TERM TRENDS 


A. Overall Growth Patterns 


Due to an unexpectedly strong fourth quarter performance, 
real economic growth was 2.6 percent in 1978, up from 

2.0 percent in 1977. Consumption and exports, which grew 
3.0 percent and 10.8 percent respectively last year, 
provided the main stimulus to growth. There was also a 
late surge in investment demand and a marked recovery of 
industrial activity. 


ISTAT, the official statistical office, has made extensive 
revisions in the way national income accounts are calculated. 
The new methodology was applied for the first time in the 
preparation of the 1978 series; data back through 1975 
were also revised. The main change involved imputing a 
value to activity in the "parallel" or unofficial economy. 
The development of activity outside legal channels is 
attributable to high indirect (social) costs of labor 

and rigid labor relations, including the inability of 
firms to lay off excess labor. The revised statistics 
increased gross domestic product (GDP) for 1975-77 by 

8 to 9 percent above the previously published data. Some 
economists believe that these revisions were too conserva- 
tive, although ISTAT reportedly conducted various studies 
and maintains that the current data truly reflect the 
size of the economy. 


REAL GROWTH RATES OF IMPORTANT GDP COMPONENTS 
(REVISED SERIES) 


1976 1977 1978 


GDP 


PRIMARY 

SECONDARY : 
MANUFACTURING AND ENERGY 
CONSTRUCTION 

TERTIARY 


CONSUMPTION: 
PRIVATE 
PUBLIC 


FIXED INVESTMENT: 
CONSTRUCTION 
MACHINERY & EQUIPMENT 


EXPORTS 
IMPORTS 





B. Sector Trends 


After two poor years, 1978 was a good year for the agri- 
cultural sector with 3.5 percent real growth. Production 
of both grains and livestock, the two key components, 
reached record levels. The outlook is for modest continued 
real growth with grain production slightly above last 
year's and livestock at roughly the same level. Despite 
the good year, the food deficit increased 16 percent 

in nominal terms to 4,568 billion lire ($5.4 billion 
converted at 849 lire to the dollar, the average exchange 
rate for 1978). Imports of meat accounted for half of 
this deficit. 


Value added in manufacturing and construction grew 2.1 
percent and 1.4 percent respectively in real terms 

compared with 1,0 percent and 0.7 percent in 1977. Industrial 
activity picked up in the first quarter and then declined 
slightly before recovering sharply in the fourth quarter. 
The industrial production index for the first quarter of 
1979 indicates that industrial output continues to expand, 
although at a slower pace than the latter part of 1978. 
Some indicators (e.g., first-quarter commercial vehicle 
sales up 16 percent, mainly in the domestic market) 

suggest that the 1979 pace may continue strong. Construc- 
tion activity was flat for the first half of 1978 but 
expanded moderately in the second half. Industrial sectors 


where growth was particularly marked were chemicals, paper, 
food processing, transportation equipment and petroleum 
processing (the situation in the last completely reversed 
after mid-year), while decreased activity was substantial 
in apparel and textiles, wood and furniture. 


Ci Investments 


Fixed investment showed signs of recovery in the fourth 
quarter of 1978, even though for the year 1978 it dropped 
0.4 percent below the level of 1977. The individual 
trends were diverse, with construction up 0.7 percent 

and machinery and transportation down 1.9 percent. During 
the fourth quarter, overall investment rose 4.0 percent 

in comparison with the previous quarter, with investments 
in construction and machinery increasing 1.7 percent and 
7.1 percent respectively. If investments continue apace 
with industrial production, it may be possible to achieve 
the 7.1 percent growth in investment the government fore- 
cast for 1979. Underutilized plant and equipment continue 
to be a drag on investment, with average capacity utiliza- 
tion 73 percent in 1978 compared with 72.8 percent in 1977. 





It is thought by many, however, that a good portion of 
this unused capacity is not really usable. In 

any case, at 16.6 percent of GDP in 1978, fixed invest- 
ments reached a post-war low. The investment cycle may 
thus have bottomed out. At least this seems to be 
indicated by a Confindustria survey,which shows invest- 
ment expenditures this year rising in real terms. 


D. Wages and Unemployment 


Unemployment rose marginally to 7.2 percent in 1978 from 
7.1 percent in 1977 with slightly over 1,500,000 people 
seeking jobs. Of the unemployed, 75.8 percent were 
between the ages of 14 and 30, and half were seeking a 
first job. Efforts to cope with youth unemployment have 
not been notably successful, since the problem is in 
large part structural. The difficulties in firing and 
laying off workers make firms very reluctant to take 

On new employees; when production picks up, the existing 
work force is used more efficiently. About 30 percent 
of the unemployed are youths under 30 with a high school 
diploma or better, while foreign laborers continue to 
fill a number of menial jobs. The number of foreign 
workers is difficult to establish, but Confindustria 
estimates that they vary between 300,000 to 700,000 at 
any given time. Wage levels increased 16.5 percent in 
nominal terms in 1978. The proportion of national income 
which went to dependent labor, however, slipped to 68.4 
percent from 69.1 percent in 1977. 


Renegotiation of labor contracts covering more than six 
million workers,which expired by the end of 1978,are 

still in progress and will have an important effect on 
wages and labor costs in 1979. These negotiations stalled 
when Parliament was dissolved and the government could not 
implement the economic strategy outlined in its Three- 
Year Economic Program. The unions are demanding 
commitments to job creation in exchange for a moderate 

wage line. 


E..>:Enflation 


The average inflation rate (based on the cost of living) 
was 12.4 percent in 1978, down from 18.1 percent in 1977. 
The decline of the dollar during the year and the conse- 
quent improvement in Italy's terms of trade helped to 
reduce inflation. Some economists have concluded, in fact, 
that such factors as the large public deficit, labor immo- 
bility and wage indexation have created a floor of 12 per- 
cent inflation, below which Italy cannot go without struc~ 
tural changes. 





Inflation picked up in the first 4 months of 1979 

with the average rate 13.6 percent above the same period 
last year. With increased oil and raw material prices, 
inflation can be expected to be at least 2 percentage 
points higher than last year. 


III. BALANCE OF PAYMENTS 


In 1978, selected balances closed as follows: merchandise 
trade (f.0.b. basis) $3.1 billion surplus; services (mainly 
tourism), $3.6 billion surplus; transfer, $420. million 
deficit; current balance, $6.2 billion surplus; capital 
account estimated about $2 billion surplus. The surplus 

in trade was especially noteworthy, given the continuing 
deficits in petroleum and food. 


On a quantity basis, exports grew 11 percent and imports 

about 7 percent, leading substantially the estimated 

5 percent overall increase in world trade. In addition, foreign 
trade prices moved in Italy's favor with export prices 

rising faster than import prices. This can in turn be 
attributed to the lira being permitted to depreciate 

against the currencies of Italy's most important export 

markets, i.e., the EC countries, and to appreciate vis-a- 

vis the dollar. The major share of Italy's imports are 

in dollars. 


The surpluses permitted a substantial increase in Italy's 
foreign exchange holdings and an acceleration of its 

foreign debt repayments in 1978. The net foreign asset 
position of the Bank of Italy increased by about $7 billion 
last year, of which $2.5 billion was in the form of 

increased foreign exchange reserves. The balance of 

payments remained in surplus through the first 4 

months of 1979. On trade account, the first 4 months" imports 
(cif) gained 31.8 percent to 17,800 billion lire and exports 
increased 30.7 percent to almost 17,200 billion lire. 


Italy joined the European Monetary System at its beginning 
on March 13, 1979. Since then, the lira has continued 

its stable course on an overall trade-weighted basis. 

With the relative strength of the dollar in recent months, 
however, the lira has depreciated, slightly against the 
U.S. currency and appreciated a bit against the other EMS 


currencies. 





IV. ECONOMIC POLICIES 


A. Fiscal Policy 


Fiscal policy continues to be expansionary, and government 
efforts to rein in public expenditures have so far come 

to naught. The public sector deficit as measured by the 
overall cash requirement of the Enlarged Public Sector (EPS) 
grew 68 percent in nominal terms in 1978; this represented 

15.3 percent of nominal GDP (in the new data series) com- 

pared to 10.6 percent in 1977. The result for 1978 over- 
states the real growth in the government deficit: 1) because 
the effort to consolidate information on the public sector 
deficit has swelled the statistics on government receipts 

and expenditures as the deficit has improved the accuracy, and 2) 
the reform of the finances of regional and local authorities has 
entailed the inclusion of activities not previously considered 
part of the government deficit. Nonetheless, the size and 
growth rate of the public sector deficit is a serious problem. 
The government foresees a 10.3 percent increase in the overall 
cash requirement in 1979 and some decrease in the ratio of 

this deficit to GDP, perhaps to the 14-14.5 percent range. 


B. - Monetary Policy and Interest Rates 


The underlying monetary situation eased notably in 1978, as 
shown by increases in the growth rates of the monetary base 

and the money stock. The monetary base, which consists of 
commercial banks' reserves in the central bank and currency 
outside banks, is one of the Bank of Italy's intermediate 

target variables in setting monetary policy. The Bank of 

Italy stance in 1978, both in financing the Treasury deficit and 
in its intervention policy in the foreign exchange market, 
increased the rate of monetary base creation. 


Total domestic credit, which has been another important 
intermediate target variable in Italy since the IMF standby 
of 1976, also increased more in 1978 than in 1977, but the 
rise was less than for the monetary aggregates. The 

Bank of Italy left its direct controls on bank lending in 
effect: in April 1979 it extended its restrictive ceilings 
on bank lira credits to larger commercial customers for 

6 months. 


Interest rates have remained roughly unchanged to date in 
1979 from their levels at the end of 1978. Rates on 6 

month Treasury bills and 3-month interbank deposits 

are about 11 1/2 percent; the "prime rate" is 14 1/2 percent, 





and the yield on bonds is about 14 percent. The differentials 
between interest rates in Italy and those in the international 
credit markets narrowed substantially in 1978 but are pre- 
sumably still positive on a covered basis, given the practical 
disappearance of the forward discount on the lira in the early 
months of 1979. 


V. OUTLOOK FOR 1979 


A. Domestic Economy 


The economic recovery begun in the fourth quarter of 1978 

is expected to continue for most of the year, and the growth 
rate is generally projected in the 4.5-5 percent range. In 
addition to consumption and exports, the two most dynamic 
elements of aggregate demand in 1978, fixed investments should 
provide an added impetus to economic activity. 


Inflation in 1979 is estimated in the 14-15% percent range, as a 
result of both domestic (such as the continued sizeable public- 
sector deficit and wage indexation) and imported factors 

(the increase in the price of petroleum and other raw materials). 
Since inflation in the rest of the industrialized world is 
also on the rise, Italy's inflation relative to the other 
countries will probably not be too much different from that of 
1978--with any possible change being on the up side. 


On the economic policy front, fiscal policy will continue to 
be expansionary, while the task of monetary policy will 

be to finance the economic recovery without at the same time 
feeding inflation--a difficult task at best. 


Energy policy remained a major unknown at mid-year, with a 
very real potential of supply problems appearing in the 

second half. Government efforts in the early months of 

the year were concentrated mainly on increasing supply 
availability and very little was done to curb demand. The 
general expectation, however,: was that demand-reducing actions 
would be taken after the June elections, as well. 


B. Balance of Payments 


The key factor in the evolution of the balance of payments in 

1979 is higher prices for oil and other raw material imports. 

Higher domestic growth, along with higher import prices, 

is likely to cause the surplus on trade (f.0.b. basis) to move 
into deficit. Italy's competitive position, however, is good. 





On the basis of relative costs and prices, Italian exports 
should again do well in world markets in 1979. Net receipts 
from tourism will increase again and there should again be a 
net capital inflow. On current and monetary accounts, the 
Italian balance of payments should remain in surplus. 


Italy should not have difficulty keeping its commitments to 

the European Monetary System. As of mid-May 1979, the lira 

had a permissible margin of depreciation vis-a-vis 

some of the traditionally stronger EMS currencies, e.g. the 
German mark, of about 8 percent. Italy is not likely to make 
use of this margin, or even a major part of it this year. 
Keeping the lira stable vis-a-vis the other EMS currencies 

would, on the other hand, mean a certain loss of competitiveness, 
given Italy's relatively faster rate of cost and price increases. 
Any such loss could probably be absorbed relatively painlessly 
through a slight profit squeeze in the exporting sector. 


VI. IMPLICATIONS FOR THE U.S. | 


Italy's imports from the United States increased 14 percent 

to $3.8 billion in 1978; corresponding exports gained a 
whopping 32 percent, however, reaching a record $4.0 billion. 
The first quarter of 1979 saw an accentuation of those 
tendencies, though imports increased much more rapidly 

(51.8 percent, to reach $1.17 billion) than U.S.-bound exports 
(30.7 percent, to the $1.03 billion level). Thus, the bilateral 
balance returned to favor the United States. This trend will 
probably continue through the rest of 1979. 


While agricultural products and bulk chemicals still account 
for substantial amounts of our exports to Italy, sophisticated 
American machinery and equipment--competing with high-technology 
systems originating in the EC, frequently from U.S. sub- 
sidiaries there--nonetheless continue to find wide Italian 
acceptance. International Marketing Center shows of such 
equipment (e.g., the March 1979 energy-systems exposition in 
Milan; the first offsite computer show in Rome the 

previous month) have stirred considerable interest among key 
industrial buyers. Such interest is particularly strong in 
areas of laborsaving and energy-efficient industrial 
machinery, in less-polluting production equipment and for 
pollution control systems for existing production facilities. 
Currently increasing bilateral scientific cooperation 
(particularly in energy) bodes well for continuing and even 
increasing Italian appreciation of U.S. technology in key 
sectors. 


U.«S. Sales Prospects 
The priority order of products which we believe to have 


the best medium-term prospects for export sales from the 
United States is as follows: 





Energy systems, 

Computers and peripherals, 

Aviation, avionics and ground equipment, 

Industrial process controls and instruments, 

Electronics production and test equipment, 

Electronic components, 

Pollution control equipment, 

Communications equipment, 

Industrial/commercial security equipment, 
10. Graphic arts machinery and equipment. 


In addition to these industrial-equipment categories, we 
see some increases in market potential for certain consumer 
products. The IMC hosted its annual show of American hi-fi 
equipment in May, with 55 U.S. manufacturers represented and 
over 3,200. registered visitors. Also in the consumer-goods 
area, the June 6-9 personal computer show at the Marketing 
Center (with 20 exhibitors representing over 50 U.S. manu- 
facturers of home microprocessors and other private EDP 
applications) was a major success resulting in an estimated 
$10 million in 12-month sales. Also, high-quality 
clothing, footwear, and other products seem likely to enjoy 
increased Italian demand. 


Licensing and Joint Ventures 


Increased Italian concern with reducing its dependence on 
imported oil is expected to increase opportunities for 
licenses and other technology cooperation in the energy 
field--including solar systems, coal conversion, geo- 
thermal, biomass, and other emerging technologies. Joint 
ventures, both in Italy and in third countries (especially 
in Africa and the Middle East, where Italian firms are well 
placed), continue to offer certain advantages in engineering 
and construction--as well as in some areas of manufacturing. 


Investment 


Foreign investment in Italy in 1977 and 1978 returned to 
levels of the early 1970's, after having dropped markedly 





in 1975-76. According to Bank of Italy data, net direct 

foreign investment was about $500 million in 1978. While it had 
reached $1 billion in 1977, there were two unusual operations 
(both involving FIAT) accounting for some $700 million, which 
should be regarded as abnormal. Some $215 million of the 

1978 investment came from EC countries, $184 million was from 
Swiss firms, and U.S. investors were responsible for $79 million. 
Thus, while concerns remain regarding productivity, rising 
wages, and work-force flexibility, foreign investment continues 
to be an important force in Italian industry. Major foreign 
investment projects have been recently announced in EDP 
equipment, chemicals, automotive components, and agricultural 
machipery. Consumer goods, particularly processed food- 

stuffs, are another area of continuing interest for foreign 
investors here. 


% U. S, GOVERNMENT PRINTING OFFICE : 1979--281-058/168 
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Andean and Caribbean countries 2995 
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Near East 


Mexico and Central America countries 
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Yemen Arab Republic 
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United Kingdom 


People’s Republic of China 
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